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Chief, UPC April 1952
Aavtentlon ¢+ Chief, Collection and Dissemination Branch
Chief, S/TF

IP-27l4 "Trade and Finances in the Far East®

heference 1 Your reference- 25X1A

The currency situation in three Far Esstern arsas: North Kores,

Compmnist China and the DRV (Democratic Republic of Vietnam):

25X1C
25X1C

as Amounts of currency in circulation within each of the three

areas, with an indication of past and probable future changes in
the amount outstanding and in the velocity of cireulation.

(1) The amount of currency in circulation in North Korea
and the IRV is unknown, and without access to clearing house
and/or bank statements, or other indicators, an estimate of
velocity is impoesible. Some sources report a "scarcit " of
currency in both of these areas, a symptom of inflation, but
it is also likely that as inflationary préssures have increased,
more currency is being or will be issued, and as & corollary to
Gresham's law quickly depreciating currencies turn over rapidliy.

(2) As 1o Communist Chinay there are extant sevoral intelli-
gence reports which would warrant a current estimete of currency
in circulation as between, say, JMP 30,000 billion and JuP 100,000
billion, equivalent (&t the official rate) of US $l.h to $L4.5
billion. The latter estimate,lfthich is not supported by other
sources, is based on a calculation from figures supplied by a
Nationalist officisl who estimated that Communist currency in
circulation had increased by 63.5% between late 1750 and August
1951 following Chinese intervention in Korea. Hased on & mor
urediblelII!II!!IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII

and o eg/source reports which give new emissions at
JMP 2,220 billion/from 1 July to 1 December 1750 and JWP 6,)12
billionk/in 1951, the current circulation may be estimated in
the neighborhood of J¥P 30,000 billion. Another source?/indi-
cates ‘hat the equivalent of US $321,000,000 (about JEP 7,000
billion) was issued for 1951. This approximates the deficit
(10 to 15%) in the planned budget for 1951, and is therefore
not unreasonable, but it is somewhat more than the 1951 esti-
mate used to derive current circulation at around JupP 30,000

billion. However, available information supports the lower
rather than the higher estimate.

(3) Other than as just indicated, there is no information
on which to estimete a trend in currency mutstanding. Evidence
does show that followlng early 1950 the exchange “value" of the
currency had been fairly stabilized, which supports the probabi-
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SUBJECT: IP-271¢, "Trade and Finances in the Far East"

25X1A
Reference : Your Reference [N . 25X1A
25X1A | 1. 7This Project, referred to 8/TF by D/R, has been the subject of
informal discusslons between S/TF and NN of your
office, and [ 1. 2vere of the fact that much of the information

‘ra@ested in your memorandum of Februsry 7 is unobtainable on short notice,

0 and 1f cbtainable at all only through personal contact with individuals
0};‘;’3‘) who have some current knowledge of conditlons in the three Far Eastern

+  Qommnist sreas or countries under reference, Commnist China, Horth XKorea
o and the IRV.
1
v

2 We antj.cipate some recults from further inguiries being made along
;'/}n e‘f‘ . these lines, and will supply you with such facts as are obtainable. In the
e meentime, we are handing to you on a quite info basis, the rather mar-
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1ity that from then until the Korean intervention there had been
no extraordinary increase in currency outstanding. In the early
days of Commnist control, local and provincial currencies were
withdramm frou circulation for exchange to JYP, but except for
an indeterminete amount of Northeast (Manchuria) and Inner Mone-
golian notes, exchanged in April 1951, and Sinkiang silver dollar
notes, exchanged in October 1951, this operation had been largely
completed prior to 1950, when outstanding issue was estimated at
JHP 22,000 billion. The latter exchanges would have absorbed an
unknown part of the estimated J¥P 6,400 billion issued in 1951.

(4) In December 1948, the largest note denomination was JHP
200, but by January 1950, when the official exchange rate for U
dollars had been raigﬁd from 3,000 to 21,000, J¥P 10,000 notes
were in circulation.®/ The issuance of JKP 50,000 notes, and pos-
sibly JuP 100,000 notes, in early 19511/reflects some further cur-
rency expansion, or inflation. One reporter (of unknown relia-
bility) notes a blmck market rate for the curremgy at 47,000 in
December, 1950, against 24,000 in January, 1950.2/ Although of
doubtful validity, a subsequent repor F4tates that a proposal to
issue notes in demominations of J¥P 500,000 and J¥P 1,000,000
was rejected on the grounds that this would result in economic
collapse (sic). In any event, the authorities have succeeded in
bringing about a degree of price and currency stabilization (the
black market exchange rate was reported at 38,000 in December,
1951), and witho:t an increase in real GNP there 1s nothing to
suggest a further substantial increase in circulation.

b. Officizl and black market rates of exchange of the three
cuwrrencies for US and Hong Kong dollars in the followling areas:
Hong Kong, Canton, Shanghai, Tientsin, Mukden, Harbin, Ch'ang-ci'un,
Singapore, Rangoon, Yenila.

{1) oOfficial rates of exchange of the JiP:

In Peking

Bu Selling Date
dong Kong 3(T2)Y  qup 3,880 JiF 3,920 Jct-hov 1951
Hong Kong § not Y 3,L%0 3,530 Oct-Nov 1951
United States $(T1)% 22,270 22,490 May 23-Nov 1951
United States . note2/ 20,040 20,240 Ock=Nov 1351
Philippine peso? 5,670 5,730 Hay 23, 1951
In Tientsind/

Selli Date

Urited States y note J¥F 20,227 JMP 20,219 February 1952
¥alayan S5 § 7,033 7,0k
Burmese rupee 14,007 L0744
Philippine peso 5,067 5,073
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In Shanghaili/
United States $(TT) 22,890 December, 1951
United ‘tates $note 20,800
In Hong Koné/
Dfficlal %n

(Average market rate for Feb., 1952)
Canton, DD J¥P 4,310
JuP _ h,525
United States §(TT) HK @)-51 HK 3 6.7k
United Ststes $ note HK 5 €e73

}2) Available official rates of exchange of the North Korean
won®/ (as used by the Chinnampo Custoss Service):

bate
Hong Kong 3 L% won 19491950
United States § 315 won 1949-1950
Soviet ruble L won 1947-1950
(3) Exchange rates of the DRV piaster: 25X1X

{a)

the November
rate for the Vliet Bac Intersector at 25 KV piasters to the

BiC piaster, and for the Intersector I1I as 20 [RV plasters
25X1C to the BIC piaster.l/ H
' reports a rate o asters to the BIC piast
25X1C . y . these

n i It is not possible otherwise to evaluate these
tw reports.

(L) Black market ratess

In Canton

Hong xoni/ " JuP 5,000 November, 1951
Hong Kon JYF 6,000 Summer, 1951
In Shanghal

United Stateall/ JiP 38,500  December, 1951
In Boms
Burmese rupeel?/ Jup 7,000 October, 1951

¢+ Denominations in which each currency is printed and those
~ denominations which are most widely circulated:

ommunl

HossiaBT" SHkoRD
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50,0003 (possibly) 160,000.
(2} DY
Piaster notes: 1; 5; 10; 20; 50.3/

One source reports note issues from 1 to 500 piast 5.3/
ds almost all commodities cost ore than 100 piasters,¥/ it
is likely that piaster notes have been issued up to 500.

(3) North Korea

10 cent, 20 cent, and 5U cent coins are meinly for pay-
ment of taxes, utilities rates, etec., for they are tog ,small
- %o be of use in the purchase of ordinary coumodities.2/ Other
denominations are not known.

In none of the sreas is it known which depomirations are
most widely circulated.

d. Extent of circulation of each currency outside the country
of origin:

(1) Because no currency is allowed to circulate in non-Come
munist countries, circulation of currency outside the country of
origin is very limited. The new currency of the IRV (June 1951)
was 1ss.ied partly to enable the DRV to overcome difficulties ari-

. 8ing out of its shortage of forelgn exc and was thus to be
acceptable in China and the Soviet orbit.k However, a recent report
refers to Communist Chinatsg prohibition of the importation or the
circulation in Kwangsi of all currency issued eitber by the hationgl
Bank of the DRV or the Banque de L'Indochine after 1 December 1951.2/

(2) The JMP is probably used by the Chinese volunteers in
Eorea and may be circulated in North Korea.

(3) The currencies of these Communist countries have little
or no value ocutside the orbit, and even within the orbit foreign
currencies are more sought.

e. Peculiarities oi markings or serial numbers which may be ap-
plicable to & province or regions

(1) In remocte mountainous districts of iorthwest China the
gilver dollar is still permitied to circulate becauge a language
barrier limits the use of notes printed in Chinese.d Currency
notes in Sinkiang are printed in the Uighur language, because of
the prominence of Uighnfd/there, but these notes are also val id

in other parts of China all  25Y1 Cyy
Chinese Conmunist currency 1s printed in Peking uwider Govermment —o.... o>
control.3/ YYvyvvyy
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f. Hegulations of eac.. country governing import and export of
currency or specle:

(1) Communist China

{a) By oificial decree, 6 March 1951, circulation of all
foreign currency within Commnist China was banned.2 The
JMP cannot be taken out of the country, but foreigners leaving
the country ar. peramltted to carry out 50 US dollars, 2 ounces
of gold and 20 ounces of silver.g/

(2) The IRV

(a) BIC piasters are apparently desirable as foreign ex—
change, being used to purchase goods from the Viet Nam area.é/
However, the "international® movement of tue BIC plasters are
under the strict contrsl of the IRV.

{3} Norin Korea
{a} RUK note circulation in North Koreas is banned.é/
g+ Medla in which imports are paid for within each co:ntry:

(1) 1In &1l areas, specle, foreign currencies and foreign ex=
change instruments are used to finance imports. However, barter
transactions under itrade agreements or contracts are the major
method for the financing of trade. Ubviously, domestic currencies
are not wanted In foreign trade.

(2) In the IRV, BIC piasters have been an importabt zedia
in trade with free Vietnam.

(3) The foreign exchange regulations in Communist China
require that all foreign exchange, includin: that earned frou ex=—
poris, be handed in to or sold to the Bank of China, which acts
as the foreign exchange agent of the People's Sauk, or to the 8O-
called "appointed Wanks" for acco nt of the Sank of China. Follow
wing & practice ingtituted bty the Natlonalist regice, the Jormurist
Bank undertook %o provide i reigu exchange for imports by issuing
to the exporters, who had sold exchange o the government bank,
"eertificates" to be traded to those iaporters holding import 1i-
censes. Although Chiuese Xationals were n.t permitied to own un-
licensed foreign exchange, the regulatisns also included a provi-
sion that importers could use "their own foreign exchange ﬁuldi:gs'%l
to finance imports.
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2. Purchasing power, price trends and public attitudes towards cur-
rency, inflationary trends, and financial pressurest

a. Commodity prices in Communist China, as reflecited iz price
indleces published by Chinese i?mmunist aathoritles, nse significantly
from late 1949 to March 1950. ‘rices then leveled off and remained
fairly stable, risirg orly moderately through 1951. From August 1950
to July 1951, the Shanghal wholesale cormodity price index rose ouly
g0 points - or sbout gg% - from 8B40 to 588.2/ The North China whole-
sale commodity price index remaineq ,stable taroughout most of 1951,
following a Jump in Hovember 1750. The average index for the geven
ecities covered shows a 15% rise between 31 December l?SQE/an October
1951, which the Communists point to proudly ns an indication of sta-
bility. Food prices rose 1l.4% while cotton, yarn and cloth rose 23%.

be The various purchasing power "parity units" have exhibited
similar tg ds: a rapid increase to early 1950, followed by a leve-
ling off.2/ There is no good information on the current status of
fparity unit® bank dg osits vs. currency deposits, but we have it
from one good sauree_ythat by the Fall of 1751, when the Communist
currency had held its purchasing power for several months practically
unchanged, that the trend was toward currency deposits rather than
parity unit deposits. In the figures for deposits quoted below, we
.mst assume that JMP totals include "parity units"” in terms of J¥P.
The official JMP rate for US dollars likewlse depreciated from JMP
21,000 in January to JuP 37,000 in June 1950,1/ ard then appreciated
rapidly to approximately J&P g;,OOG by ¥arch 1951. The officisl rate
has since remained unchanged.l

¢c. Import prices, on the other hand, have increased greatly, but
this is taken as the result of world market price incrf7ses and incre-
agsad costs arising from the West!s trade restrictions.?

ds That the trend toward stabilization of the economy, as shown
by the foregoing, was due in no small dezree to controls and official
mganipulation” is a foregone conclusion, but that it has been accom-
plished with a fiat currency and in the face of inflationary pressures
renders 1t the more remarkable. Bank deposits have inecreased sharply,
but how much of this was due to consolidatiosn of olé (by 1949 - also
fiat) currencies, how much to the limitations ou “cash® allowed to be
held by the public , and how much to pure inflation of deposit currency
is not clear. As in any currency system, volume has also followed the
value of money: on 1 November 1549, for instancei otal deposits of
goverument and non-govermment banks were reporte 8/ with black market
equivalents in parenthesis, at JuP 80 billion !US 10 million) and in
July 1951 at J¥P 880 billion (US $25 million). The eleven-fold increase
was actually nearsr two and a half tires, which under the circumstances
is not remarkable. (f these deposits 50% were govermment-owned, and
only 10% held by private banks. In the earlier days of the Communist
regime, deposits jutped rapidly, the People's Bank in Hupei (Tientsin)
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claiming an increase of 800% from early 1350 to November 1950,}%/
and throurhgit Communist-controlled China girilar increases were
reparted.zz

@. Private holdings of JWP are restricted to J¥P 1 million and
holding of ornamental gold is limited %o Y ounces. ALl excess holdings
mast be sold to the government bank 13/ These accumulations, and any
other savinzs, are then tapped by taxation, donation campaigns, and
other "projects." The need for funds to meet taxes and other forced
payments resnlted in the dumping of all kinds of goods on the market.
Dishosrding became general and with contrals hampering free currency
cireulation, anything like sconfidence® in the JWP became quite aca-
demic. Fear of the government, liquidation of businesses, and bank-
ruptcies minimized hoarding and speculation in silver, gold or foreign
currencies, but evidently the instinct remained and recently black
markets have reappesred. In this market,iz?ihe U3 dollar rate is
nearly double the official rate.

~ f£. Public attitudes in a police state are impossible to determine,
but there are contradictory reports of the farmer and the laborer being
batter off than ever before. Historically on a subsistence level, the
Chinese peasant is less affected by inflation and the disappearance »f
one currency after another than populations generally, and if he can
swap his produce for the few other things he needs doubtless he is no
worge off than in recent years.

. g+« The public has to react passively to ihe financial pressures
put upon it: taxes, bond sales, donatlon campaigns, business regula-
tions that strangle free enterprise, and outright confisecation. The
Cemmunist authorities have pressed these measures ruthlessly, and
from &1l acco nts the Chinese have shouldered the burden without too
much resistance. Sometires the peasant farmer resisted by reducing
output, but this does not seem to have been widespread. He has had
to eat. Such banditry and rural opposition as has been reported now
appears largely under control.

h. We have practically no good information ol Korth Korea and
the IRV. One source in Pyongyang reports that prices wig approxi-
mately 7 times greater in April 1951 than in June 1950,22/ reflecting
the effects of the war, but in the circumstances such reports are
quite meaningless. If they follow usual Commnist practice, probably
both Horth Korea and the DEV have endeavored to stabilize prices, as
in China, and doubtless "piblic abttitudes" are tempered by the bayonet.
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3. Supplementary to the information desired in i1 and #2, specific
intelligence is Tequired ou China's trade in the Far East with reference
to the following questlons:

a. What cities are the main centers of China's external itrade
in the Far HZast?

(1) S&ince 1951, Canton has becorme the maj r port handling
China's trade. Tientsin _and Taku Zar) and Dairen are legs im-
portant ports where contact with the Jest is concerned, but the
jatter is now a center for Soviet orbit trade. Shanghai is no
longer predomirant in Chinats trade.

b. W¥hat are China's main imports from the Far lLast?

(1) Communist China's main imports from the Far East have been
rubber from ¥alaya, Indonesia and Ceylon, and raw cotion from Paki-
stan. Rubber imports were drastically reduced (with the emception
of a 5,000 ton shipment from Ceylon in October 1751, and smaller
shipments in 1952%), when western trade restrictions were adopted
in the Spring of 1951. Imports of Jepanese textiles are becoming
more important in China's trade. Irou and steel products, valued
at US 1L million in 1950, were sharply reduced in 1951. Imports
of jute and gunny bags, bicycles, etc. in 1951 were of secondary
impertance. Hong Kong has been excluded from the attached tables
because of the difficulty of 8Sepeorating trade transshipped through
Bong Kong to China from total irade of Hong Kong, but products
transshipped from the Far East through Hong Kong are generally
similar to those shippecd direct to Compunist Chinae. Petroledm
does not appear in these trade statistics, but has been smuggled
from Southeast 2sia in congiderable gquantities.

BN

c. What exports provide China's means of payments for ilmporis:
(1) Commnist China's exports to the Far tast are more diver—

gified than her imports. Exports consist of foodstuffs, raw ma-

terials of vegetable origin such as soybeans, oils, silk, coibton,

ramie, raw drugs and medicines, and some textiles.

de The foreizn exchange position of Communiat China:

(1) Communist China's trade for 1950 and 1951 has been esw-
timated as follows:

# = G. Columbo 593, 23 April l§52, reports a further 6,000 ton shipment
from Ceylon in prospect.
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Hon~-Commanist Trade Balance
Soviet Orbit Countries Non-Communist
Year Inports  EXports Inmports Exports Soviet-orbit Countries
(in millions of JS dolla’s)
1950 11l 175 L1y 4oo + 64 - 14
1951 1050 S0 450 135 - 510 - 315

(2) tTo cover the 1751 import surplus with the =est of approxi-
mately US $300 million, foreign exchange reserves at the end of
1950 were augmented in 1951 by remittances from abroad, by opium
and gold and silver sales, and probably by exports to the iest via
the SovBloc. keserves must have been drastically reduced, a fact
which is now rostricting imports fronm the West. The present Chirese
Communist policy appears to be to push the export of native produce
to earn forelgn erchange, but with trade almost entirely on a barter
bagis, and with the rapid shift to intra-Bloc trade it becoises ex—

tremely difficult %o estimate possibilities for earning foreign
exchange.
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Most of the rejorting has been fairly reliable. The main exception

has been reports of public attitudes towards the economic situation, in
which all shades of opinion have been expressed. Statistics (on prices,
exchange rates, and trade) and government regulations as publicized by

the Chind Uommunist authorities are fairly rellable, I{nor they have been
revealed to the ;ublic on a need-to-know basis. Qaps in statistieal reporting,
created by the suppression of vital statistics, limits the snalytical
value of the published statistics, however.
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